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REAL ESTATE TAX EXEMPTION 


HEN certaingovernors urged Tiberius Ciuesar to increase by a large per- 
W centage taxes which were already burdens , he replied, according to 

Suetonius, the historian: “It is the part of a good shepherd to shear his 
flock, not to flay it.” 









We are now engaged in another war which may grow tomore serious propor- 
tions. Whether it does or not, our expenditures for defense will be so great that 
it is improbable that we can avoid a greater inflation than we have had thus far. 
This will mean that the costs of local governments, of operating schools, fire de- 
partments, etc., will necessarily increase. These expenses in the past have been 
met principally by a tax on real property. In the past, increases in real estate 
taxation have been possible because in the last analysis, over the longer period, 
most of these taxes could be passed on to the ultimate consumer. In this day, 
however, of frozen rentals and rigid controls over the earnings of privately-owned 
properties, local taxes cannot be increased without killing the goose that laid the 
golden egg. I am sure that Tiberius Caesar, were he living today in Washington, 
D. C., would again urge that the hide be saved in the interest of the production of 
wool. 

















When the cost of operating our local governments increases, the increase must 
be met from some source. Inflation will eventually increase real estate values 
and real estate assessments, but the need for taxes will come before the increas- 
es in value. How can this money be raised? 










I am of the opinion that each pressure group will try to devise some formula 
for an increase which will not fall on its own members. One way in which increased 
revenue can be secured to meet municipal expenses is to call a halt on tax exemp- 
tion. During the past 50 years the amount of tax-exempt real estate in the United 
States has increased rapidly. The constant whittling away of the tax base means 
that non-exempt properties must bear the entire load not only for themselves but 
also for those classes of property which receive preferential treatment. 










Real estute may be tax-exempt for a number of different reasons: 1. it may 
be owned by the Federal government, States, counties or municipalities; 2. it 
may be wholly or partially tax-exempt in certain States as a “homestead” occupied 
by the owner; 3. it may be exempt because the properties are used for educational, 
social, or religious purposes. 
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At the present time there is no fixed policy on the part of the Federal govern- 
ment in regard to payments to local communities in lieu of taxes. Some definite 
policy should be established which would reimburse local communities in full for 
the cost of the services they render, which should be borne by al) property owners 
in the community, regardless of who holds title to the property. 


Insofar as I have been able to find out, there is no recent compilation of tax- 
exempt properties in the United States. The last figures available were published 
by the United States Department of Commerce in 1949, and showed the total value 
of real property and improvements, taxed and tax-exempt. This table covered the 
period fram 1922 through 1937. In that period the amount of tax-exempt property 
increased from 11.6% of all property to 15.3%, and it should be remembered that 
1937 was two years before the beginning of the Second World War. During the war 
the tremendous expansion of government activities resulted in a rapid increase 
in Federally-owned properties. 


Another study of the Bureau of the Census attempted to tabulate for the year 
1936 the value of real property in 52 cities of the United States, classifying the 
exempt real estate on the basis of its exemption. In the 52 cities in 1936, 22.0% of 
all real estate was tax-exempt. In individual cities there was wide variation in the 
amount of tax-exempt properties. In one city with homestead tax exemption, 62.7% of 
the dollar value of all real estate in the city was tax-exempt. 


In 1936 in the 52 cities, 71.4% of the value of all tax-exempt properties was 
publicly owned and 28.6% was privately owned. Of the publicly-owned proper- 
ties at that time, those owned by the Federal government comprised approximately 
10% of the total value of all tax-exempt properties. The largest percentage of 
value of publicly-owned tax-exempt properties were those of cities, which com- 
prised more than 53% of all tax-exempt properties. Among the privately-owned 
tax-exempt properties, 7.0% of the value were used for educational purposes, 
10. 7% were used for religious purposes, 5.1% for charitable purposes, and 5.8% 
for all other miscellaneous purposes. The “all other ” classification includes the 
homestead tax exemptions, and in cities having homestead tax exemption this was by 
far the biggest item on the list. In one city, two-thirds of the value of all tax- 
exempt properties was tax-exempt because of homestead tax exemption. 


Had it not been for the rapid increase in Federally-owned real estate during 
World War II and the probability of rapid increases in Federal property in this war, 
the question of tax exemption would probably not be a major issue at the present time, 
although from the standpoint of principle I am opposed to all tax exemption. 


In regard to Federally-owned properties: “We should all recognize the fact 
that the functions for which Federal property is held are not restricted to the areas 
in which it is located, but on the contrary, the property is owned and administered 
for the benefit and enjoyment of the Nation as a whole. Consequently, it is the logi- 
cal responsibility of the Federal Government, which represents all the people, to 
bear its equitable share of the cost of the respective local governments within whose 
jurisdiction such property is located.** The Federal government has contended that 
*“Proceedings of the 41st Annual Conference on Taxation Under the Auspices of 
the National Tax Association, ” published by the National Tax Association, Sacra- 
mento, California, 1948, pp. 291-292. 


























the benefits to communities in the form of increased pay rolls, increased land val- 
ues and improved health and sanitary conditions resulting from Federal ownership 
of property should be given consideration by the community in determining the taxa- 
bility of Federal buildings. This theory, however, does not hold water, as it could 
be advanced with equal emphasis by General Motors, General Electric, International 


Shoe, or any other large industrial company owning property and giving employment 
to local groups of citizens. 


It was pointed out by the president of the County Supervisors Association of 
California in 1948 that local treasuries in the State of California were losing more 
than $35 million a year through the exemption of Federal properties in contrast 
with a loss of only $4, 500, 000 a year in 1937. He also pointed out at that time that 
the Federal government owned tax-exempt 47% of the entire area of the State of 
California. This property, if taxable, would have been assessed at more than 
$900 million on a 50% basis, which would amount to approximately 8% of the total 
assessed value of property subject to taxation in California. 


The Federal ownership of real estate in the United States reached a peak shortly 
after the end of the Second World War and declined slightly as a percentage of the 
total value of real estate, but the increased military activity will again bring about an 
increase in Federally-owned properties. 


Homestead tax exemption was originally promulgated with the idea that com- 
plete or partial tax exemption of a residence occupied by the owner could be used 
to make home ownership more attractive. Twelve States at the present time have 
adopted legislation of this type, the provisions varying from State to State. 


I am opposed to homestead tax-exemption. When one group throws off its tax 
liabilities, the burden falls on the rest of the community, which may be even less 
able to bear it. . 


I am in favor of encouraging home ownership, but I am not in favor of asking 
those who have not been able to purchase homes of their own to subsidize the home 
owner. We are constantly being told that the lower income groups have insufficient 
income to pay adequate rents and, therefore, the government must build subsidized 
dwelling units for them which are almost always at least partially tax-exempt. This 
narrows the tax base still further, and means that those other individuals who have 
neither been able to buy a home of their own nor secured dwelling units in a govern- 
ment project must carry more than their share of the load. This is neither con- 
sistent nor fair. 


Referring back to the study of the Bureau of the Census in 1936, it is quite easy 
to pick out the cities having homestead tax-exemptions, as in all of these cities the 
tax base on real estate has been narrowed by the exclusion of from one-third to two- 
thirds of the value of all residential properties in the city. 


On May 24, 1950, I published a bulletin on the changes in selling prices of resi- 
dences from 1942 to 1950.* This study was based on a questionnaire sent to leading 





*“As I See the Changes inSelling Prices of Residences,1942-1950,” Real Estate 
Analyst, Volume 19, Number 21, pp. 177-192. 























real estate men anid property owners in 160 cities, and questions were asked re- 
garding the taxes which would be paid on a standard six-room frame house illus- 
trated and described, if this house were owner-occupied and if it were tenant- 
occupied. In 30 of the 160 cities homestead tax exemption provisions reduced 
the taxes for owner-occupancy. The reduction varied from practically nothing 
in some of the Texas cities to 174% increased taxation on tenant-occupied houses 
in one of the Florida cities. 


Averaging by States the increased percentages which the tenant paid in 1950, we 
get the following results: Alabama, 10%; Florida, 115%; Virginia, 29%; Iowa, 25%; 
Louisiana, 28%; Minnesota, 24%; Mississippi, 71%; Oklahoma, 22%; Texas, 4%; and 
West Virginia, 99%. 


I see no reason why in one of the Florida cities an owner-occupant should pay 
$115 annually in real estate taxes and a tenant-occupant of an identical house pay 
$315 in increased rent. It requires approximately the same police protection, the 
same fire protection, the same school facilities, the same expenditures for health 
and sanitation, and for most other significant items in the municipal budget. I have 
always opposed government subsidies and I am still more bitterly opposed to the sub- 
sidizing of the owner-occupant by the tenant-occupant, who can probably least afford 
this subsidy. 


I would not be consistent did I not also oppose tax exemption for schools, church- 
es and charitable institutions. A school, a church or a charitable institution costs 
the community no less because of this tax exemption. The costs of the various 
municipal services which are shifted from tax-exempt institutions must still be 
paid by the community. This shifting of the tax burden conceals the real cost of 
operating these institutions, as a part of their cost is really paid by a government 
subsidy in the form of tax-exemption. 


Of course, I am familiar with the argument that many churches, schools and 
welfare organizations could not exist if it were not for tax-exemption. If this is 
true, it is clear proof of the fact that the public does not believe that these insti- 
tutions are worth what they cost. I have no doubt in my own mind that after a rather 
difficult transition period all institutions performing a worth while service would 
find it possible to support their actual cost. Only by knowing what that cost is, is 
the average individual in a position to judge the value of the work being done. Ina 
democratic country the individual by his decisions and by the spending of his dollars 
where he chooses to spend them determines what in his opinion is worth its cost and 
what is not. 











